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Financial Management System Improvements

PROBLEMS SOLUTIONS

n agency financial management improvement

plan is the vehicle by which an agency

displays its financial improvement initiatives.

t brings together all of an agency’s

improvement initiatives that support the agency’s

financial management strategy and, at a higher level,

those strategiés defined in the information technology
and business plans supporting an agency mission.

A financial management plan informs the budget
process by linking new system initiatives to an agency’s
overall improvement strategy and by responding to
statutory  requirements, policies and  other
requirements impacting financial management system
planning and implementation.

Two clear drivers for Federal agency financial
management plans are the Chief Financial Officers
(CFO) Act of 1990 and the Federal Financial
Manager’s Improvement Act (FFMIA) of 1996.
These laws require agencies to annually update their
financial management plans and, for those agencies
that are not in substantial compliance with FEMIA,
to prepare a remediation plan for bringing systems
into compliance with the provisions of Section
803(a) of the Act.

These, however, are not the only statutory
requirements by which agencies must abide. Other
laws and policies require agencies to apply sound
investment practices in constructing their financial

management plans

Financial systems are a subset of information

technology (IT) systems, and, as such, agencies

must adhere to the requirements of the

Clinger-Cohen Act (also know as “Information

Technology Management Reform Act of 1996”)

that requires establishing a capital planning and

investment control (CPIC) process to manage

IT investments.

The Government Performance and Results Act
of 1993 requires agencies to link budget
decision-making with the achievement of agency

Continued on page 8.

Implementing SFFAS 10

tatement of Federal Financial Accounting
Standards No. 10, Accounting for Internal Use
Software, was finalized in 1998 and is effective
for FY 2001. SFFAS 10 provides accounting
standards for internal use software. It classifies internal
use software as “general property, plant, and
equipment” as defined in SFFAS 6, Accounting for
Property, Plant, and Equipment, and requires software
costs meeting certain criteria to be capitalized whether
purchased as “commercial off-the-shelf” (COTS), or
developed by a contractor or internally developed.
SFFAS 10 provides guidance regarding the types of cost
elements to capitalize, the timing and thresholds of
capitalization, amortization periods, accounting for
impairment, and other issues.
Continued on page 6.
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Should All Federal Agencies Use the Same Core Accounting Application?

ne of the issues frequently
discussed around town is whether
the
Federal

government should

have a single financial

management system.

In other words,

should all Federal
agencies use the
same core accounting
application? Since
this issue may well

surface again, with  Kapen Cleary Alderman
the upcoming  Executive Director, JEMIP
change in the

Administration, 1
thought I would share my research findings.

Confidence in government relies upon
accountability. Accountability relies on good
information. Federal agencies must produce
timely, accurate, reliable, complete, and
consistent financial information to support
internal and external agency reporting, agency
and governmentwide policy decisions, and
preparation and execution of agency budgcts
To produce that information, each agency
needs a robust core accounting system. Should
all agencies use the same application? To
answer that question, we must first
understand the financial management system
environment in which Federal agencies are
operating. Because Federal agencies are
starting to replace their legacy systems with
commercially developed software, we must
also understand the commercial environment—
in particular, the dramatic changes in both the
technology and market arrangements now
available. We must then consider the policy
and business cases for adopting the same core
accounting system application in all Federal
agencies. The policy case deals with the
legislative authority and accountability for
systems, and the business case deals with the
costs, benefits, feasibility, and risks of using a
single Federal accounting system application.

Federal Financial Management System
Environment

The Federal financial management system
environment is characterized by large-scale
and complex operations, large numbers of
legacy systems that reflect practices of a past
era, resource constraints, and a changing
strategic focus.

" about

Scale of Federal Operations

Revenue from governmental activities in
the 24 CFO agencies is more than 10 times
larger than that of General Motors—the

“largest of the Fortune 100 companies. In

1999, Federal nonexchange revenue was
$1,822.4 billion and exchange revenue was
$192.6 billion; the net cost of government
operations was $1,756.0 billion.' In contrast,
General Motors reported revenues of $189
billion in 2000.2 Not only does the financial
scale of the Federal government dwarf that of
private-sector entities, Federal operations are
substantially more complex. Much of that
complexity can be attributed to differences,
from agency to agency, in missions,
organizational arrangements, and budgetary
and financing arrangements.

Legacy Systems

In 1999, the 24 CFO agencies reported
using 640 financial management systems and
1,000 different financial system
applications. The overwhelming majority, 71

" percent, of the financial system applications

was developed and is maintained by the
individual agencies. The remainder are
commercial off-the-shelf (COTS) products,
most of which were customized during and
after implementation.?

Both the agency-developed and COTS
financial management system applications are
narrowly focused, are highly decentralized,
and rely on obsolete technology. In addition,
these  systems/applications have  been
criticized for, among other things, lack of
integration,  inadequate  reconciliation
procedures, and weak security. Most
important, because most of the systems were
planned and implemented before the Chief
Financial Officers (CFO) Act of 1990 was
passed, they are not designed to meet current
information requirements for Federal
financial systems. Specifically, few comply
with the standards or requirements of the
Federal Accounting Standards Advisory
Board (FASAB), the U.S. Standard General
Ledger (SGL), and the Joint Financial
Management Improvement Program
(JEMIP).

Resource Constraints

The need to provide better financial
management information and keep up with
rapidly changing technology poses formidable

challenges to Federal agencies. Moreover,
agencies are in a position of having to catch
up because they deferred purchases of new
systems in favor of ensuring that they were
Y2K compliant.

Now that they are over the Y2K hurdle,
agencies are taking aggressive action to
upgrade systems so that they comply with
statutory financial management requirements.
In FY 2000, 13 of the 24 CFO agencies
reported to JEMIP their intent to replace
core financial systems in the next 5 years, and
17 indicated their intent to replace feeder
systems.* These plans are being executed
under policy that places management
responsibiliies with the agencies but
requires that they acquire systems tested and
qualified by JFMIP. Available options
include eight vendors and ten software
applications. The agencies spent an estimated
$2.5 billion to operate, maintain, and replace
their financial systems in 1999.

Agencies will continue to be faced with
the issue of rapid system obsolescence. They
report that almost two thirds of financial
system applications have a useful life of 5 or
fewer years.5 At the same time, system
implementations in large U.S. Federal
agencies take 5 to 7 years, compared with an
average of about 2 years in private-sector
companies. Many factors drive longer
Federal time lines. Customizing software to
address real or perceived gaps in functionality
increases time, cost, and risk and makes it
difficult to upgrade versions over time. Other
factors that limit the pace include the need for
business process reengineering, need for data
cleanup and conversion, inadequate staff
(both commercial vendor and government
team), inadequate budgets, and inadequate
commitment of senior leadership and the
user community. :

Strategic Focus

In recent years, the Federal financial
system strategy has focused on bringing
“back-room” administrative systems into
compliance ~ with  standards and
requirements. A key goal is achieving system
integration facilitated by electronic transfer
of data entered once at the source
transaction. A major component of the
strategy was reliance on commercial sources

Continued on page 11.
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Nominations for the 2000 Scantlebury Awards

ince 1971, the JEMIP has sponsored

an annual awards program to

recognize excellence in financial

management. Known as the Donald
L. Scantlebury Memorial Awards, this
program acknowledges and honors the efforts
of individuals from the state, local, and
Federal government, who have achieved
notable  improvements in financial
management. through distinguished and
sustained  leadership. The awards
commemorate Mr. Donald Scandebury, a
leader whose ideas and actions brought
significant advances to financial management
within the public and private sectors. At the

time of his death in 1981, Mr. Scantlebury
was the Chief Accountant and Director of the
Accounting and Financial Management
Division, U.S. General Accounting Office.
He served on the JEMIP Steering Committee
for many years and periodically served as its
Chairman.

JEMIP is currently secking nominations
of senior executives who have demonstrated
outstanding and continuous leadership in
improving financial management. Eligibility
requirements,  selection  criteria, and
nomination procedures are outlined in the
Scantlebury Awards Brochure. An electronic
copy is available from the JEMIP website at

www.JEMIP.gov. Printed copies of the
brochure are available from JFMIP at 1990 K
Street, NW, Suite 430, Washington, DC
20006.

All nominations must be received by
January 5, 2001. Presentation of the awards
will be made during the JEMIP Annual
Financial Management Conference that will
be held on March 13, 2001, in Washington,
DC.a

New JFMIP Web-Site Includes Financial Systems Road Map.

n October 1, 2000, the JEMIP

Knowledgebase will include
major new capabilities including a
JEMIP Home page, search

capabilities, and the addition of a new
resource library called the “Financial Systems
Road Map”. The JEMIP Knowledgebase,
which provides complete information on
Core Requirements Qualification Testing,
will now be accessible from the new JEMIP
Home page. In addition, the Financial
Systems Road Map will now provide Federal
agency project managers, CFO organizations,
and private sector partners with a source for
comprehensive financial references, guidance,
tools, and information related to financial
systems planning, selection and
implementation.

The “Road Map” project is being
accomplished in partnership with The CFO
Council’s Financial Systems Committee,
GAO, CFO agencies, vendors, and the CIO
Council.  This project was initiated in
response to strong needs expressed by
agencies for more help with costly and
complex system implementations. In general,
Federal agencies agree that:

* better tools and information are needed
to manage difficult financial system
implementations;

* the financial systems implementation
process is complex and agencies can
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benefit from experience, knowledge,
and tools developed in other agencies;

* there should be more commonality in
implementation processes;

* asingle source of information to
support financial systems
implementation is needed;

* more outreach is needed and JEMIP
should assist agencies.

The Road Map will contain information
on such topics as system selection, emerging
requirements and software development,
inventory information on systems software
and technical environments, software and
vendor performance, best practices/lessons
learned, project planning and human resource
issues, etc. For more information, contact
JEMIP’s Bruce Turner at 202-219-0533 or
bruce.turner@gsa.gov. a
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obert F. Hale became the Assistant Secretary of the Air Force

for Financial Management and Comptroller in March 1994.

Mr. Hale is responsible for oversight of all Air Force financial

activities. Those responsibilities include
management of an annual budget that now exceeds
$70 billion, ensuring the exercise of fiduciary
responsibility with respect to Air Force financial
activities, providing high-quality financial services to
Air Force employees, and making appropriate
financial information available to everyone from
military commanders to members of Congress. He
is also the career field manager for 10,000 Air Force
financial managers serving worldwide.

Mr. Hale was well prepared for a career in
financial management with over 28 years of
distinguished public service. His graduation with
distinction in Mathematical Statistics from Stanford
University in 1968 was followed the next year by the
award of a Master of Science degree in Operations
Research from Stanford as well. In 1976, while
working as the Deputy Assistant Director at the
Congressional Budget Office, he received his MBA from George
Washington University. Prior to his appointment as the Air Force
comptroller, Mr. Hale served as Assistant Director for National
Security at the Congressional Budget Office for thirteen years. Other
assignments included a stint as an analyst at the Congressional Budget
Office, time as an analyst and study director at the Center for Naval
Analyses, and service as a naval officer.

Mr. Hale is the longest serving Assistant Secretary of the Air Force
for Financial Management and Comptroller, and his tenure has been
marked by challenge and change. During the past six years he:

*  Successfully formulated and executed six budgets to provide the
resources needed both in times of peace and during the Kosovo
crisis.

¢ Implemented an extensive professional development program
for Air Force financial managers.

* Significantly improved the quality and auditability of financial
information.

¢ Successfully streamlined operations by changing business
practices and automating processes.

Since the mid 1990s, the Air Force financial management
community has declined in size by about 10 percent. Further
reductions are planned as the service tries to funnel money toward
buying new equipment and keeping its forces ready. To help
accommodate these reductions, Mr. Hale has focused on streamlining
financial operations. For example, he has automated the financial
processing of IMPAC credit card operations and developed the most
efficient business practices in the Department of Defense. He has also
encouraged use of a program that permits personnel to make changes
in routine pay data over the internet and has begun deployment of a
system to automate processing of travel requests. In addition to

cutting costs, these and other streamlining initiatives have reduced
demands for personnel, thereby helping the Air Force recruit and
retain enough high-quality personnel to meets its worldwide needs for
financial management.

Mr. Hale identified two of his most rewarding
accomplishments — striving to achieve an
unqualified audit opinion on the Air Force financial
statements and working to enhance the professional
credentials of his financial staff. Itis a testament to
his capable leadership that major strides were made
in both areas even as he emphasizes that the hard
work on these initiatives was accomplished by the
thousands of dedicated persons within the Air Force
financial community.

A “clean” financial opinion for the Air Force is
still several years away in his opinion, but significant
progress is being made. His approach involves three
steps. The first step seeks an auditable budgetary
statement for general funds through an aggressive
program to clean up financial records, particularly
older records. The Air Force is close to realizing this
goal. The second step employs selected implementation strategies to
achieve an auditable balance sheet at a reasonable cost. The third and
key step is to improve financial systems so that auditable statements
can be produced without extraordinary efforts. Today all of the Air
Force accounting systems, plus the many systems that feed
information to those accounting systems, are being modified to
produce better quality, auditable financial information.

Mr. Hale has also instituted an aggressive program aimed at
enhancing professional development in the Air Force financial
community. In May 1999, he established guidelines for the
professional development of all Air Force financial managers. These
guidelines address experience and also education, including both
general and technical education. The guidelines require regular
continuing professional education, and Mr. Hale has sought to make
continuing education available to all financial management
professionals, including those in remote locations. He accomplished
this utilizing various training channels such as distance learning,
videotaping professional workshops, and magazine articles with a
self-test option.

Test-based certification is another aspect of the Air Force’s
program for professional development. As the National President of
the American Society of Military Comptrollers (ASMC), Mr. Hale
spearheaded the rapid and successful implementation of the Certified
Defense Financial Manager (CDFM) certification program. The
CDEM is a valuable tool that can be used to identify those individuals
who demonstrate proficiency in all aspects of defense financial
management. There are twelve areas of concentration that are tested in
three separate modules. Upon completion of the examination,
adherence to the ASMC Pledge of Professionalism, and certification of

Continued on page 8.
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nlike many senior executives who have spent their entire

careers with one or two agencies, Mrs. Chris Sale epitomizes

the Senior Executive Service ideal of broad based policy

leadership. Over a span of 29 years, she
has held positions at 10 Federal and State agencies
with increasingly higher levels of responsibility. Her
private sector experience includes a stint as the
Vice-President, Finance and Administration, and
Treasurer of National Public Radio in Washington,
D.C. She is also a community leader, serving on the
Boards of several not for profit organizations.
Presently, she is the Deputy to the Chair and Chief
Financial Officer at the Federal Deposit Insurance
Corporation (FDIC).

Fundamental to Mrs. Sale’s success over the years
has been the artful application of listening skills, keen
insight, and the courage to lead change. She seeks to
enhance an organization’s efficiency by quickly
familiarizing herself with its customers, its mission
and its product(s). This process is beneficial to her
understanding of the organization and provides an
opportunity for the organization to undergo a high-level review. Such
a review encourages and enhances integration of processes and
identifies others that can be replaced or discarded. It enables persons
within the organization to work under a common vision and shared
objectives. Mrs. Sale has demonstrated a mastery of this process on
many past occasions.

Over the years Mrs. Sale has moved from one influential position to
another. In part, this comes from working with many leaders
throughout government who respect her ability as an observer and
change-agent. On two occasions, Mrs. Sale’s job changes came about
as she responded to colleagues’ requests to assist them in identifying
mid-level talent. Most of her job changes, however, were the result of
Mrs. Sale’s reputation for quality work and outstanding leadership.

One occasion that Mrs. Sale quickly points to as a career highpoint
was working for the State of Ohio. In 1982, Mrs. Sale became the
state’s director of Office of Budget and Management. At the time, the
state had a projected shortfall in its budget of about $500 million. In
characteristic fashion, Mrs. Sale defined the size and scope of the
problem and proposed a burden-sharing plan that received the
approval of the State legislature within six months. Within a year the
Plan produced a surplus of $80 million for Ohio taxpayers.

In the mid 1980’s Mrs. Sale led the Department of Veterans
Administration in its first attempt at preparing consolidated financial
statements and implementing electronic B to B payments for goods
and services. She laughs when she says that was before government
credit cards and the Internet! At the Justice Department Mrs. Sale
progressed from CFO and Director of Management to Deputy
Commissioner for the Immigration Naturalization Services (INS).
During that period Mrs. Sale oversaw the day to day operations of the

agency including the agency’s unprecedented growth — from 18,000 to
26,000 employees and commensurate growth in performance.

Mrs. Sale joined the FDIC in 1999. In her current position, Mrs.
Sale directs activities that include about one-fourth
of the FDIC’s 6,800 employees. These include
finance 8 budget, bank resolution and receivership,
administration (including personnel, contracts and
procurement), internal control, and investment of
the FDIC’s $40 billion in insurance funds.

The FDIC plays a unique role in the Federal
structure. Itis an independent agency of the Federal
government with its own Board of Directors. As
such, it is somewhat of a hybrid between a
traditional Federal agency and a private-sector
corporation. Today, it is continuing to downsize
from its heyday of over 15,000 employees in the
1990s when the payroll swelled due to the workload
associated with the banking and savings and loan
Crisis.

Since 1995 the FDIC employee base has been
reduced by 55%. This requires the organization to develop its highly
professional workforce in order to be prepared to meet projected
contingencies with fewer people. This, in turn, is causing a shift in
training toward more generalists in the workforce and an increased
empbhasis on career development and succession planning. While the
FDIC now has a somewhat younger workforce (about 43 years old on
average) than most Federal agencies, it, along with most Federal
agencies, anticipates a large exodus of top talent because over 40% of
its senior executive workforce with be eligible for retirement within the
next five years.

FDIC’s downsizing has also increased demand for integrated
financial systems in order to maintain functional efficiency. In 1999
the FDIC implemented a financial data warchouse, which was
recognized for its excellence by CIO Magazine. Recently, FDIC
completed the development of a paperless Travel System. Although it
is not required to follow Joint Financial Management Improvement
Program guidelines, the FDIC closely follows these guidelines when
specifying its personnel and systems requirements.

All of the above issues are on Mrs. Sale’s plate at the FDIC. Having
been in her current position since 1999, she is already on her way to
understanding the needs of the organization. With the assistance of
others on her team, plans are being formulated that promise to serve
the taxpayers well for the years ahead. Oh yes, the book that Mrs. Sale
has been reading recently, which was on the top of her desk, is titled:
FIRST, Break All The Rules, What the World’s Greatest Managers Do
Differently, 1999, by Buckingham & Coffman from the Gallup
Organization. In one respect, it was an indication that the Gallup
Organization had finally caught up with Chris Sale. More important,
however, it revealed a sense of the humility of a person who feels that,
after 29 years of exemplary practice, there can still be something
gleaned from a book on management theory. o
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SSEAS 10,
continued from front page.

During the fall and winter 1999-2000, an ad
hoc task group of over 25 Federal accountants,
financial and information technology managers,
and others from 18 Federal agencies met under
the auspices of the Chief Financial Officers
Council’s (CFOC) Standards Committee to
develop implementation guidance for SFFAS
10. The group developed guidance under 10
topical areas using the “frequently asked
question” (FAQ) format. Ultimately, the
group developed 22 FAQs.

The group submitted the FAQs to the
CFOC for its consideration and submission to
the Federal Accounting Standards Advisory
Board (FASAB) and/or FASAB’s Accounting
and Auditing Policy Committee (AAPC). The
AAPC develops implementation guidance for
FASAB standards regarding certain issues. The
CFOC asked the AAPC to consider issuing the
FAQs as AAPC guidance. After considering all
22 FAQs, the AAPC decided to develop six of
the FAQs as an AAPC technical release for
publication in the near future.!

The following article discusses the 16 FAQs
that were not taken up by the AAPC. The
AAPC referred two of the FAQs to the FASAB.
These two FAQs essendally dealt with the
permissibility of capitalizing, after the
implementation date for SFFAS 10 had passed,
costs incurred and expensed before the
implementation date. For example, the entity
may have been expensing costs for software in
process at the implementation date, but would
be capitalizing such costs after the
implementation date.  Could the entity
capitalize all costs incurred for that project?

The task group concluded that SFFAS 10
was sufficiently flexible to allow such
capitalization. In essence it interpreted SFFAS
10, paragraphs 7 and 36, and the discussion in
the basis for conclusions as allowing, after the
implementation date of SFFAS 10, the
voluntary retroactive capitalization of costs
incurred for ongoing software projects before
the implementation date.

The AAPC disagreed with that conclusion.
It decided that once the implementation date
had passed, i. e., the standard was effective,
SFFAS 10 precluded the entity from
rewroactively  capitalizing costs  previously
expensed. The AAPC decided that such
retroactive capitalization would require an
amendment or official interpretation of SFFAS
10, which was beyond the AAPC’s scope. The
AAPC forwarded the issue to the FASAB for its
consideration.

The FASAB discussed the issues in early
June 2000. The FASAB agreed with the AAPC
that SFFAS 10 not did allow such retroactive
capitalization and that an amendment of SFFAS
10 would have been required. The FASAB
decided not to amend SFFAS 10. The FAQ
immediately below summarizes the effect of
these actions.

The AAPC decided not to address the other
14 FAQs discussed in this article in a technical
release. The AAPC members considered them
either beyond the AAPC’s scope (e.g.,
budgetary guidance) or insufficiently critical to
warrant AAPC action.

Pre-Implementation Costs”

SFFAS 10 is effective for reporting periods
that begin after September 30, 2000. Early
implementation is encouraged.? Whether
implementing on October 1, 2000 or at an
earlier date, costs may have been incurred and
expensed for software under development at
the entity‘s implementation effective date. For
some applications the pre-implementation
costs may be the majority of such costs in total.
For example, an entity implements SFFAS 10
on October 1, 2000. As of that date the entity
has incurred $900,000 of costs on a software
project. An additional $100,000 is incurred in
October to complete the project. The question
is whether the entity can capitalize, after
October 1, 2000, the entire $1,000,000; that
is, retroactively capitalize the $900,000 so that
all costs of the system in progress as of the
implementation date are captured and
capitalized.

Regarding retroactive  capitalization,
SEFAS 10, paragraph 36, provides that “cost
incurred prior to the initial application of this
statement, whether capitalized or not, should
not be adjusted to the amounts that would
have been capitalized, had this statement been
in effect when those costs were incurred.™
Thus, costs incurred and expensed (i.e., not
capitalized) before the implementation date
of SFFAS 10—which would be October 1,
2000, wunless the entity implemented
carly—cannot be capitalized after the
implementation date.

Enbhancements to Preimplementation Systems®

How will software improvements be
capitalized if they are enhancements to (1)
software fully capitalized or (2) software that
need not be capitalized?

The costs of improvements would be
capitalized only if (1) they meet the entity’s
capitalization threshold and (2) the
improvements extend the functionality of the
software.¢ If the improvements are above the
threshold but only extend the useful life of the
software, the costs would be expensed.”

Project Budgets®

Capital projects authorized prior to the
effective date of SFFAS 10 generally will have
been estimated and budgeted according to
previous entity practices.  Thus, some
software development activities, which would
now be capitalized under the provisions of
SEFAS 10, are currently not included in the
total estimated capital cost of the project.
Should project budgets be “rebaselined™?

Implementation of SFFAS 10 would not
change existing budgetary practice.
Therefore, existing budgets or line items
would not be re-baselined solely for the
purpose of implementing SEFAS 10. Costs
for software development activities under the
provisions of SFFAS 10 would be collected,
regardless of their funding source, and
included in the full cost of the software asset.

Trigger Point:® Systems Readiness*

How should an entity accumulate the
capitalizable software development costs?
Are estimates acceptable vs. a project cost
accounting system? How are indirect costs
determined and applied to direct costs?

All concerns about indirect/direct costs
and how to apply them would be
implemented consistent with SFFAS 4,
paragraphs 117-143. Estimated costs would
seem to be acceptable under certain
conditions, e.g., when direct determination is
not possible, and should be well documented.
Additionally, an entity may want to consider
developing these procedures in consultation
with its independent auditor.

Expenditures Which Extend the Life of a
System/Application™!

When is it appropriate to capitalize new
development costs that extend the life of
software beyond its original life> SFFAS 10
requires such costs to be expensed!? while, for
regular fixed assets, they would normally be
capitalized and depreciated over the newly

Continued on next page.
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Continued fiom previous page.

extended life (together with any previously
undepreciated costs).

When enhancements to a system increase
its functionality the costs would be capitalized
(assuming they meet the capitalization
threshold). The cost of enhancements that
may extend the useful life of the software
withowt adding functionality would be
expensed. The FASAB concluded that costs to
extend the life of software could easily be
confused with the normally expected maintenance
costs, and thus concluded such costs were
period costs rather than capitalizable costs.

Capitalization Threshold"
SFFAS 10 does not prescribe
capitalization dollar thresholds.  Federal

agencies intend to use thresholds ranging
from $25,000 to $1,000,000. Should the
threshold be the same as the fixed asset
threshold in the applicable entity? Should the
threshold be the same for all entities?

Since SFFAS 10 does not prescribe a
dollar threshold or state that there should be
symmetry between PP&E and software
capitalization thresholds, an entity is free to
establish any software threshold it deems
appropriate and can justify on the basis of
materiality. Additionally, the capitalization
threshold will not necessarily be the same
across agencies because each entity is unique
and has different functions and objectives.
Due to the diversity among the entities, it is
important for each entity to retain flexibility
in establishing capitalization thresholds.

If the capitalization threshold for internal
use software is not the same for all entities, or
is not the same as other general PP&E within
an entity, an entity’s policies may be
questioned by outside parties. How can
concerns of auditors, Congress, OMB or
other parties in this regard be minimized?

To minimize objections to management’s
capitalization thresholds, the entity would
adhere to Federal accounting guidance.
SFFAS 6, Accounting for Property, Plant, and
Equipment, states that, because entities are
diverse in size and uses of PP&E, agencies
must consider their own financial and
operational conditions in  establishing
capitalization thresholds.!* Fixed capitalization
thresholds are not required in generally
accepted accounting principles (GAAP)
pronouncements by Financial Accounting
Standards Board, Governmental Accounting
Standards Board, or FASAB. Consistent with
SFFAS 6,'* SFFAS 10 states that the entity

should consider whether period costs would
be distorted or asset values misstated by
expensing certain purchases or software
project components.! Additional FASAB
guidance on materiality is found in SFFAS 3,
Accounting for Inventory and Related Property 17

Offietting Credits'®

How should an entity that receives license
fees for transferring software to another entity
or an outside party treat such fees and
unexpected fees arising from unplanned
licensing? This could happen from so-called
Government Off-the-Shelf Software (GOTS)
sales or license fees.

Receiving license fees for transferring
software to another entity or outside party
would be treated as exchange revenue.!® The
receipt of such fees does not alter the normal
capitalization amounts or process for such
software. Ifan entity were in the “business” of
developing software, usually in a Working
Capital Fund environment, revenue from
sales or licensing would normally be recorded
in the Working Capital Fund. In the rare
instance that an entity engages to develop

- software for another entity, guidance in FASB

Statement 86 would apply.20

Full/Indirect Costs™

How can an entity capture the full cost of a
software project/task that is performed for a
support organization at the time the asset is
capitalized? What overhead rate should be used?

SFFAS 10 is consistent with SFFAS 4.22
The capitalized cost of internally developed
software includes the full costs incurred
during the developmental stage, within the
meaning of SFFAS 4.2 SFFAS 4 requires
entities to account for the “full cost” of their
products and services in general purpose
financial reports. In most circumstances, the
full costs of intermediate cost objects,
including software projects, must also be
measured in order to derive the full costs of an
entity’s outputs.?

However, not all costs are assignable to
goods and services. Some costs would be
recognized as period expenses rather than the
costs of goods and services (output costs); for
example, other postemployment benefits,
reorganization costs, and acquisition costs of
“heritage assets.”” These costs would be
reported as unassigned costs on the Statement
of Net Costs.

The entity would choose the cost
accounting methodology to employ to meet

the requirement.  SFFAS 4 discusses
activity-based costing, process costing, job
order costing, and standard costing.?” Any of
these methodologies or a combination of
them would capture the developmental costs
of internal use software as work-in-process
(WIP). Any WIP account balance at the end
of the period would be reported as an asset on
the balance sheet. The WIP account balance
would be closed and a software asset account
opened after the users accept the software, i.e.,
after successful testing.?® Amortization would
begin thereafter.

In instances where the software is
developed in a general and administrative
(G&A) function, two scenarios are possible
— either the G&A function is an individual
responsibility center or it is part of a larger
responsibility center. In either case, the entity
would determine the direct and indirect costs
of developing the software. The amortized
costs of the software asset in the G&A
function would be charged to other activities,
as part of the overhead rate.

Overhead Rates”

Is it important that all entities use the same
overhead method or that functions within an
entity use the same overhead method? What
can be done to minimize concerns of auditors
and other parties?

All entities do not necessarily use the same

-overhead method. SFFAS 4 discusses several

methods for tracing, assigning, or allocating
costs to objects.® SFFAS 4 and other accountng
prindples require individual reporting agencies
to apply consistent cost methodologies and other
accounting principles.3! Thus, an entity would
apply consistent overhead methodologies to its
own operations where feasible and appropriate
to the operating environment.

With respect to auditing concerns,
agencies would consult SFFAS 4 and OMB
Bulletin No. 98-08, “Audit Requirements for
Federal Financial Statements,” or successor
bulletins. Bulletin No. 98-08 describes the
process anditors are expected to follow when
making a determination as to whether the
endty is following the Federal Financial
Management Improvement Act of 1996
(FEMIA) requirement to employ FASAB
standards, Federal systems requirements, and
the Standard General Ledger at the transactions
level 2 Bulletin No. 98-08 refers the auditor to

Continued on page 10.
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completion of applicable experience in
defense-related financial management, the
CDFM designation is awarded.

Mr. Hale has placed particular emphasis
on professional development in part because
of trends in the Air Force financial
workforce, which is composed of about 55%
civilian and 45% military personnel. The
civiian portion of that workforce is
“graying,” as is the case in many Federal
agencies, and there will be many new faces
over the next decade. An aggressive program
of professional development is key to
mecting the financial needs of the Air Force.
By introducing this program in the military,
Mr. Hale has set an example for others to
follow. Hopefully the high visibility and
deserved success of this program will inspire
similar efforts in the civilian sector.

Future challenges in Federal
financial management include everything
from technological change to downsizing,
and Mr. Hale identifies the low level of
public confidence in government as a key
concern. Many factors contribute to this low
level of confidence: a system of checks and
balances that appears unwieldy to the public;
a lack of incentives to achieve efficiencies;
and unrelentingly negative press coverage.
The financial community certainly cannot
resolve this far-reaching issue by itself, but he
feels they can help. For example, achieving
auditable financial statements will contribute
to improving public confidence in
government, which is one reason he has
emphasized this important initiative. )

Since Mr. Hale serves in a position that is
filled through a political appointment, he
serves at the pleasure of the President.
Regardless of the outcome of the elections in
November, he will probably be relocating
after January 2001. Among other changes,
this shift will offer him the opportunity to
replenish the reserve of intellectual capital
that has been tapped by years of high-level
public service. In view of his predisposition
for excellence and his demonstrated capaciry
for learning, this will certainly be a welcome
opportunity to pause and recharge before
progressing to the next professional
challenge. o

Svetems,
continued from front page.

defined strategic goals in order to meet
agency mission objectives.

* The Federal Acquisition Streamlining
Act of 1994, Title V, requires agencies
to establish and meet meeting
performance goals for major acquisition
programs, a category that could include
many of the major financial
management system initiatives.

That’s a lot of requirements! The good
news is that if your agency already has an
effective CPIC process in place as required by
Clinger-Cohen you are probably already
developing  plans that meet these
requirements and probably have most of the
information you need already in hand.

What are OMB’s requirements for financial
management system plans?

OMB provides detailed guidance for
financial management system plans in
Circular A-11. Since financial systems are a
subset of IT systems, there are three
requirements in A-11 that must be addressed
in an integrated and consistent manner.
Specifically, here’s what A-11 requires:

1. Your “Financial Management Plan®

“Budget justifications for financial
management operations and improvement
initdatves,” described in Section 52 of
Circular A-11, is more commonly known as
your financial management plan. This plan
must provide:

* agency goals for implementing the
government wide improvements
outlined in the annual CFO plan
submitted to Congress,

* adiscussion of impediments to
unqualified and timely financial
statement audits,

* an overview of your financial
management system plans, and

* adiscussion on improving the
consistency of the grant management
programs across the agency.

In addition, financial management
systems plans must present specific
information on your financial management
systems such as:

* an overview of your current and target
financial management systems structure
and strategy and plans for moving to
your targeted structure,

* an assessment of major system
problems, and

* asynopsis of critical projects you are
undertaking to achieve your target
architecture and resolve FFMIA
compliance problems

You must also consider if you need to
prepare an FEMIA remediation plan. If the
Head of an agency determines that the
agency’s financial management systems do
not comply with the requirements of the
FFMIA, the head of the agency, in
consultation with the OMB, must establish a
remediation plan that should include
resources, remedies, and intermediate target
dates necessary to bring the agency’s financial
management systems into  substantal
compliance. OMB’s A-11 Budget guidance
requires any remediation plan to be submitted
as part of the annual budget submission
process. Agency remediation plans should be
tied to agency financial management plans
and other IT related agency submissions.

A  stand-alone  document  titled
“Remediation Plan” is not required. Nor
must each of the remediation plan elements
required by FFMIA be covered in detail in
this financial management plan.  The
requirements for a remediation plan are
satisfied as long as a reference is given within
this financial management plan on where to
find the information and provided that the
referenced document has been submitted to
OMB. For example, you may prefer to
identify resource requirements in the IT
portfolio and reference it in this document
rather than provide a duplicate list of
resources in the financial management plan.
Also, agencies that are in compliance with
FEMIA should continue to address system
problems in their financial management plans
even though a remediation plan is not
required.

2. IT Portfolio.

Section 53 of Circular A-11 defines the
criteria for submitting the Agency’s IT
Investment Portfolio, Exhibit 53.  Any
financial management system or portion of a
system supporting financial management
with budget authority in excess of $500,000
must be included in this portfolio exhibit.
Budget authority means the authority
provided by law to incur financial obligations
that will result in outlays.

The portfolio collects information on
budget authority for steady state systems
(those undergoing operation and maintenance
at current capability and performance level) as

Continued on page 21.
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The Property Management Systems Requirements Document

Enters Final Phase

he Property Management Systems

Requirements are poised to take

effect. This document has gone

through two separate exposure draft
and comment periods. The first Exposure
Draft was issued on March 29, 2000, and the
initial comment period closed on May 31,
2000. Over 40 agencies and private sector
organizations submitted comments
representing the viewpoints of the financial
management,  property  management,
oversight, and systems development
communities. Major issues emerging from
the initial exposure were capturing
information on deferred maintenance,
environmental clean-up, capital
improvements, and the need for a skeletal
property record for newly acquired assets in
transit from the manufacturer or seller. The
second Exposure Draft was issued on July 28,
2000, and had an abbreviated comment

period,
which
ended
August 25,
2000.
Even
though
there were
over
ninety
comments
from
fifteen
agencies
submitted
during this
second
comment period, there were no major issues
or fatal flaws uncovered during this final
Exposure Draft review.

After  incorporating the editorial
comments and other suggestions for
improving clarity, the Property Management
Systems Requirements were presented to the
JEMIP Steering Committee with a request for
permission to publish the document. Baring
any unforeseen circumstances, the publication
of this document in October 2000 is
anticipated, and the requirements will be
effective upon issuance.

An open house to rollout the published
document is currently being planned for
December 2000. Details regarding the open
house will be posted on JEMIP’s website,
www.JEMIP.gov. Of course, the final
property requirements document will also be
posted to our website. If you need more
information, contact Carla Kohler at (202)
219-0532 or kohlerc@jfmip.gov. a

Incremental Testing

JEMIP recently completed the first round
of testing for the FY 2000 incremental test of
COTS Financial Management System
software packages. In order to maintain a
certificate of compliance, those vendors with
qualified software packages must successfully
complete any incremental test that may be
required by JEMIP. The purpose of
incremental testing is to ensure that vendor
software offerings are aligned with Federal
financial management requirements.

Even though other new requirements
were included, this initial incremental test was
primarily focused on ensuring that the
qualified software packages—those that have
already been certified by JEMIP—are capable
of satisfying reporting requirements required
by the Federal Agency Centralized Trial
Balance System II (FACTS II). Another first
was also associated with this incremental
testing. For the first ime, JEMIP and the
Department  of  Treasury = worked
collaboratively to execute a test that verifies
the capability of software to produce an
electronic file in the format required by
Treasury. All of the software packages that

of Qualified Software Launched

passed the incremental test demonstrated the
following capabilities during the test:
¢ The ability to capture all of the data
elements required for FACTS I
submissions (SGL and related
attributes, etc.) at the transaction level.

* The ability to perform data validation
edits that mirror the edits in Treasury’s
FACTS II system and produce a report
on the results of the validation edits.

* An automated process for producing a
bulk file and required footnotes.

¢ The ability to produce an electronic
output that conforms to the Treasury
bulk file layout and is accepted and
processed in Treasury’s test
environment.

The following software packages have
successfully completed the FY 2000
incremental test that emphasized compliance
with FACTS II reporting:

® Oracle Public Sector Financials, Release
11 version 3.3-August 17, 2000

SAP, R3 version ISPS US2-September
5, 2000

* Peoplesoft, Financial Management for
Education & Government, version 7.5-
September 12, 2000

* AMS Momentum version 3.5.2-
September 13, 2000

* AMS FFS version 5.6-September 14,
2000

¢ ICF Consulting, FINASST version
3.01-September 18, 2000

¢ Reltek CFS version 2-October 6, 2000

¢ DSG IFMIS version 5.1.6-October 16,
2000

* Orion GLOWS version. 5.0.1-October
18, 2000

Additional information on each of the
packages listed above can be found on the
JEMIP Knowledgebase at
htp://www jfmip.gov/jfmip/kb.htm.  The
final FY 2000 incremental test plan, test
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SFFAS 10
Continzed from prge 7.

OMB Circular A-127, “Financial Management
Systems,” and, thus, to the Joint Financial
Management Improvement Program (JEMIP)
systems requirements, including Managerial
Cost Accounting System Requirements, FEMSR-8
(February 1998). Chapter III of FFMSR-8
provides the functional requirements for
systems supporting managerial cost accounting,
including system administration, data capture,
cost assignment, cost classification, and cost
monitoring,

Procedural Revisions™

Implementation of SFFAS 10 impacts
numerous functions (accounting, procurement,
information technology, property management,
etc.) and may require extensive procedural
revisions (procurement, accounting, information
technology, property management).

Each entity would develop a comprehensive
plan for modifying its procedures for all
functions impacted by the implementation of
SFFAS 10. The coordination of changes to the
impacted systems and processes and the
subsequent realization of procedural revisions
would be well documented.

Systems Workarounds>*

Implementation of SFFAS 10 may also
require accounting system “workarounds” to
capture project costs until permanent changes
are made.

As an implementation strategy, system
workarounds, including accounting and
others, would be acceptable as long as they are
well documented and are limited in scope.
Permanent changes to systems so that project
costs are properly and timely captured, tracked,
and amortized should be in place as soon as
possible in order to not adversely impact the
long-term implementation and results derived
from SFFAS 10.

User-Developed Applimtiomss

Will SEFAS 10 apply to user-developed
applications? For example, when does a
spreadsheet become a capitalizable software
application? How about a web page, or a
database? An issue arises with respect to
identifying these grassroots efforts at their
inception in order to capture all costs.

SFFAS 10 would apply to user-developed
applications, including web pages and
spreadsheets. It would be prudent to review
and assess projects from both financial and
technical perspectives to determine whether
the resulting product is a capital asset. The
assessment would consider the type of

SFFAS 10 Task Group

Bert Edwards, Chair, State
Tracy Dahbura, CFO Fellow, NSF
Sue Yu, Commerce
Linda Lloyd, Customs
Bill deBardelaben, DOD
Mike Powers, DoD
Robert Schwenk, Army
James King, Energy
Mary Rosicky, Energy
Paul Anderson, Energy, Savanah R.
Pan Doucoure, EPA
John Adams, EPA
Mike Kerich, GSA
Tom Luskey, GSA
Sue Mundstuk, HHS
Sandy Fry, HHS
Larry Green, HUD
Rita Hebb. HUD
Dorothy Sugiyama, JFMIP
Veronica Freeman, DOL-
June Carter, DOL
Darwina Marks, NASA
Vernon Davis, SBA
Joan Noplock, SSA
Joanne Rosenkilde, SSA
Scot Banks, Treasury
Denise Bosca, Treasury
Mike Mersky, VA
Sonya Smith, VA.

software, the related life cycle phase, and the
intended function of the software product.

Capturing Costs

At the point an entity recognizes that
user-developed project has grown to a
capitalizable size, how does an entity you go
back and capture those costs?

An estimate of direct and indirect costs is
acceptable. All estimates should be well
documented.

Circular A-11"7

Circular A-11, Section 53, “Information
Technology,” requires certain reporting for
information technology costs. Most agencies
have developed informal or formal systems to
track their budget authority for information
technology. Capitalized internal use software
will be a component of the total values reported
and may be large enough to report as a separate
line item. Reporting is required in exhibit 53,
“Report on Information Technology,” which
was developed jointly by OMB and the Chief
Information Officers’ Council. Exhibit 53
provides  separate  line items for
”development/modernization/enhancement”
and “steady state,” as well as for funding
sources (e.g., appropriations).

Circular A-11, Part 3,“Planning,
Budgeting, and Acquisition of Fixed Assets,”
establishes another reporting requirement for

major information technology acquisitions,

using exhibit 300B, “Capital Asset Plan and

Justafication,” and other vehicles. The

illustrative exhibit 300B in Circular A-11

provides for reporting:

* a narrative discussing, among other

things, the linkage of the acquisition to
the entity’s mission,

* past and current year’s budget authority,

* a projection of the next five future
years’ costs individually,
* a projection of total future costs beyond

the next five years, and
original and revised baseline budgets.

Any information technology system
reported as a major system in exhibit 53 must
also be reported on exhibit 300B.

The Circular A-11 requirements raise two
issues.

A. Consistency in Reporting. Federal
agencies would make sure that they are
able to categorize internal use software
into one of three categories consistent
with OMB reporting: (1) major; (2)
significant, non-major; and (3) other.
For the first two categories, total system
costs (including the capitalizable
portion) should be consistent with, and
never greater than, values reported in
other OMB submissions (e.g., exhibits
53 and 300B). Ideally, they would
draw from the same data spurce.

B. Reporting Subcategories. For major

- systems, as defined in Circular A-11,
Federal agencies are required to report
development/modernization/enhancement
and steady state via exhibit 53.
Regarding the developmental cycle, the
criteria for starting capitalization—
management’s commitment and
completion of the preliminary design
phase—falls inside the development
cycle, and agencies would keep track of
noncapitalizable and capitalizable costs.
The criteria for ending the capitalization
of software work in process and
beginning amortization, (i.c., user
acceptance), would be captured as a
subset of total costs as well. A
reasonable approach would be to treat
this second point as coincident with
identifying costs as “steady state” or
“maintenance.” o
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to deliver the systems and services to the
Federal government. Related efforts focused
on improving the chances for success through
better tools to plan systems, better quality
assurance of commercial sources, and more
shared information.6 The JEMIP
Knowledgebase and testing process are
examples of governmentwide tools to
improve performance. There have been
efforts to facilitate cross servicing for selected
functional areas such as payroll and debt
collection, but this is the exception rather than
the rule. The predominant Federal strategy
for core financial systems has been on
achieving systems that meet standards rather
than achieving a standard system.

The emergence of e-government as a
strategic initiative may further shift the focus of
information technology collaboration from
back-room operations to front-line service to
the public. The findings of a 1999 KPMG
survey of 98 government leaders from 9
countries suggest there is a significant
commitment to expand delivery of government
services through e-government. The current
internal focus of information technology
approaches will shift more to an external
customer-centric focus using web-enabled
interaction and transactions. The study noted
that delivery of integrated services requires
collaboration. While senior leaders recognize
the potential benefits of collaboration, political
support is viewed as essential to success;
collaboration will not work unless the budget
allocation process supports the initiative.
Information technology and e-commerce are

i it easier to collaborate,” but
collaboration is seen as a future opportunity
rather than a current reality.”

Commercial Environment

The commerciall environment s
characterized by rapid changes in functionality,
information technology, and communication
architectures. In the last decade, for example,
the dominant commercial administrative
system product offerings have changed from
mainframe products to client-server systems to
web-based systems. Not only has the
technology changed dramatically over time but
also the market arrangements.

Three examples of commercial products or
services that have emerged recently and are now
available to Federal agencies are Enterprise
Resource Planning (ERP) systems, Application

Service Providers (ASPs), and Extensible
Business Reporting Language (XBRL).

Enterprise Resource Planning Systems

A decade ago, the government organized
the Federal market for administrative system
software to reflect a “best of breed” approach
in which the government acquired and
integrated single applications. The Financial
Management Systems Software schedule
favored vertical integration of software,
services, and maintenance in a single
company. Acquisitions were primarily
mainframe. One company, American
Management Systems, captured 80 percent of
the Federal core financial system COTS
business with its Federal Financial System.

In this decade, commercial applications
available to Federal agencies include ERP
systems. Typically, an ERP system is an
integrated suite of administrative applications
from one vendor—it enables both vertical and
horizontal integration to support the entire
enterprise.  ERP vendors are software
application builders. They partner with
integrator companies to provide the
implementation  services,
important change in business arrangements.

On the surface, at least, the ERP approach
has an intuitive appeal. Among other things,
the number of vendors with which an agency
would need to work would be reduced,
technical support activities on disparate
systems would be minimized, the number of
interfaces would be reduced, business
processes could potentially be automated
across stovepipes, and multifunctional data
could be captured once and shared across the
enterprise.

Because some  agencies  consider
integrated processes as a key outcome of
system acquisitions, they may no longer
consider the dominant software application
and approach of a decade ago to be the best
choice today. ERP products represent new
choices for Federal agencies.

Application Service Providers

Another important new option that is
becoming available to Federal agencies is
virtual administrative system functionality
delivered by a third party—an Application
Service Provider—via Internet technology.
Typically, under this arrangement, the client
owns or leases the packaged software, while

the ASP provides the platform and a range of

reflecting an

services, such as a  commercial
communications source with an on-line
channel to users. For instance, in 1999 Arthur
Andersen teamed with Oracle, ADP, and the
North Central Texas Council of Governments
to provide core financial system, asset
management, and other financial services to
cities in Texas through a shared service center
that operates in a remote location.® It is a
matter of time before such arrangements are
offered to Federal agencies. Such options may
become increasingly appealing as large
numbers of Federal financial and information
technology workers retire.

Extensible Business Reporting Language
The development of XBRL, its adoption -
as a standard data tag for financial
information, and its incorporation into
commercial financial management software
applications likely will have a significant effect
on financial systems investment. The use by all
systems of the same business reporting
language will standardize data and facilitate
the caprure and use of data, even from
incompatible accounting systems.®

Policy Case Considerations

No legislative authority, policy directive,
or precedent supports OMB mandating
Federal agency use of a single financial system

, software application for core financial system

functionality.

The CFO Act vests responsibility for
financial systems with Federal agencies and
gives OMB the authority to establish
requirements, provide oversight, and advise
on funding of systems. Title II, Section 503
(2) and (3), of the CFO Act gives OMB’s
Deputy Director for Management
responsibility to provide overall direction and
leadership to the executive branch on financial
management matters by

* cstablishing financial management
policies and requirements,

* monitoring the establishment and
operation of Federal government
financial management systems,

* reviewing agency budget requests for
financial management systems and
operations, and

Continucd on page 13.
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FASAB Initiates New Process for Appoints;
Non-Federal Members for Agpoinving
As a result of the American Institute of
Certified Public Accountants conferring its
Rule 203 status on the FASAB, new
procedures were established to select three
non-Federal members to serve on the FASAB.
An Appointments Panel was created to advise
the FASAB Principals on appointments and
re-appointments for these three positions. In
additon, the procedures provide for the
creation of a registry of interested candidates
that will ensure that FASAB is able to fill any
vacancies among the non-Federal members
quickly and that the public interest is well
represented.  The registry is open to
non-Federal professionals, and candidates
may be added at any time. More detailed
information is available ar
www.financenet.gov/fed/fasab/pdf/responsib.pdf,
the FASAB website. Interested parties may
submit resumes to Ms. Wendy M. Comes,
Executive Director, Federal Accounting
Standards Advisory Board, 441 G Street NW,
Mailstop 6K17V, Washington, DC 20548.

EASAB Discussion on Assurance Related
Issues Regarding RSSI
The FASAB confirmed its July decision to
prepare a “preliminary views” document to
solicit comments regarding the role of
Required  Supplementary  Stewardship
Information (RSSI) in the Federal financial
reporting model. As part of the related
deliberations, FASAB held a “roundtable” on
August 30, 2000, to discuss assurance-related
issues regarding RSSI. Key points of
discussion include:
¢ ‘There is a need for clear criteria in

accounting standards and consideration

should be given to developing audit

guidance for nontraditional

information.

* There may be questions about how to
assess materiality for some of the
nontraditional items included in RSSL

* Based on recent experiences at GASB
and FASAB, the view once held by
AICPA—that “the standard setter sets
the reporting standards and the auditor
will figure out how to deal with
it”—may not always be true now.

FASAB Update

* Given the requirements for fund
reporting and the possibility of
reporting service efforts and
accomplishments (SEA) and financial
conditon indicators in the future, the
meaning of “financial statements taken
as a whole” in the governmental
environment becomes less clear.

FASAB Votes to Issue sure Draft to
Delete Tax Receivable Disclosures

_The Internal Revenue Service (IRS)
requested that paragraph (par.) 65.2 of
Statement of Federal Financial Accounting
Standards (SFFAS) No. 7, Accounting for
Revenue and Other Financing Sources, be
deleted. This paragraph requires entities that
collect taxes and duties to disclose certain
material ~ revenue-related  transactions
affecting accounts receivable, accounts
payable for refunds, and the allowance for
uncollectibles. At the request of IRS, SFFAS
13, Deferral of Paragraph 65.2 ~ Material
Revenue-related Transactions, was issued and
defers the effective date of par. 65.2 until FY
2001.

The IRS is now requesting the deletion of
this paragraph because the agency has found
that the information can be irrelevant and
misleading. The IRS also asserted that some
or all of the information required by par. 65.2
pertains to the compliance process rather than
tax receivables and objected to reporting such
information in its financial statements.

The rationale for paragraph 65.2 is that
disclosures are important for accountability.
Disclosure of the dollar amounts of the
transactions in the “modified cash basis”
revenue stream, from initial recognition by
the established assessment process through
cash collection and refunds, is important for
oversight and performance evaluation.
Providing as much accurate and detailed
information as possible about the annual flow
of taxpayer funds is important because the
administration of the collection function is to
some degree discretionary.

After considerable discussion, the Board
voted to develop and issue an exposure draft
proposing deletion of paragraph 65.2. In
addition, the Board will consider authorizing
a project to analyze what meaningful
information could be produced.

AAPC Update

Status of Ongoing AAPC Projects

Liabilities Covered and Not Covered by
Budgetary Resources: AAPC has continued
working with the OMB to more clearly define
“liabilities covered and not covered by
budgetary resources.” OMB will address this
area in its forthcoming version of its Bulletin
on Form & Content of agency financial
statements, which will be applicable for fiscal
years beginning in 2001.

Supplemental Guidance to SFFAS 10
Accounting for Internal Use Software: The
Chief Financial Officers Council had
requested that the AAPC consider issuing an
implementation guide to SFFAS 10 (see
FASAB News Issue 61). The AAPC has
reviewed six areas for issue under a Technical
Release. The Committee plans to post the
draft Technical Release on the AAPC website
for a short comment period by October 2000.

Request _for guidance on__ Grant
Accounting: The AAPC task force will meet
with the CFO Council’s Grant Accounting
Committee to gather information on how
agencies account for expenses incurred by a
grantee after a letter of intent has been issued
but before the grant agreement is executed.
This request for guidance was submitted by
the Federal Aviaton Administration.

New AAPC Project

The Railroad Retirement Board (RRB)
has asked the AAPC to provide guidance on
the accounting and reporting of the RRB’s
Financial Interchange with the Social Security
system. Based on SFFAS 7, the AAPC said
that the financial interchange should be
recognized using accrual accounting;
cash-based accounting was not an option.
Several auditors on the AAPC said that net
results of operations is not routinely the best
benchmark for materiality determinations in
the Federal arena. Further, the Committee
said that if the estimated accrual is the best
estimate available, then the issue is a matter of
audit judgment. Finally, the Committee gave
some suggestions on how to resolve a related
audit issue. o
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* advising the Director of OMB on
resources required to develop and
cffectively operate and maintain Federal
government financial management
systems and to correct major
deficiencies in such systems. '?

OMB  Circular A-127  requires
establishing  governmentwide  financial
systems and compatible agency systems, with
standardized information and electronic data
exchange between central management
agency and ' individual operating agency
systems, but it does not specify the use of the
same system by all agencies. Instead, it vests
responsibility for agency financial systems
with agency heads, stating that each agency
shall establish and maintain a single,
integrated financial management system that
complies with

* applicable accounting principles,
standards, and related requirements as
defined by OMB and the Department
of the Treasury;

* internal control standards as defined in
Circular A-123 and successor
documents;

¢ information resource management
policy as defined in Circular A-130 and
successor documents; and

* operating policies and related
requirements prescribed by OMB, the
Department of the Treasury, and the

agency.
The Information Technology
Management Reform Act - (ITMRA)

establishes information technology capital
planning and  investment  control
responsibilities in OMB. Section 5122 (a) (4)
provides for identifying information system
investments that result in shared benefits or
costs with other Federal agencies, state or
local governments. Section 5202 provisions
support breaking IT projects into manageable
parts that can be delivered within 18 months
after the date of the contract solicitation. !
The law mandates an IT acquisition process,
including  financial ~ management  IT
investment, that maximizes value and assesses
and minimizes risk. The law provides for
consideration of shared investment where
multiple agencies use an I'T investment as part
of the capital planning process.

In sum, current laws and policies require
only that financial management systems are
integrated, but that does not mean the agency

systems must be the same. Instead, it simply
means that the systems must be designed to
provide effective and efficient
interrelationships among software, hardware,
personnel, procedures, controls, and data
contained within the systems, including
common data elements, common transaction
processing, consistent internal controls, and
efficient transaction entry. To ensure that core
financial management software meets Federal
requirements, policy also mandates that
agencies use commercial software that has
been tested and qualified by JFMIP.'2

Business Case Considerations

Under ITMRA, direction for Federal
agencies to use a single financial management
system software application would have to be
justified by a business case analysis that
considered net risk-adjusted return on
investment. However, no detailed cost
accounting  information for financial
management systems is readily available to
analyze the costs and benefits of specific
system replacement options. Nor do any
benchmarks identify the break-even point
where economies of scale turn into
diseconomies; definitive information on how
big is too big is not available. The cost
information that is available is general. For
example, the 1999 META Group study
identified the average total cost of ownership
($15 million), implementation cost ($10.6
million), and time to implement (23 months)
and break even (5 years). The study also
showed that implementations in larger
companies cost more and took longer than
average, but resulted in the lowest cost of
ownership as a percentage of revenue.

Rigorous cost data is lacking primarily
because the need to reduce costs through
consolidation of disparate systems is not what
drives most businesses to replace their
systems. Instead, studies of private-sector
implementations suggest that the business
needs of the corporation drive system
decisions. The 1999 META Group analysis of
enterprise system implementations in 63
companies concluded that a business and
strategic focus drive the most successful
system implementations. In other words,
private-sector companies justify major system
replacements, especially using integrated
packages, on the basis of strategic
considerations rather than return on
investment. Those considerations include the
need to modernize aging applications that are

economically beyond salvage, to address new
business requirements not supported by the
existing system, and to achieve a desired level
of competitive advantage.'?

Not only would it be difficult to justify
mandating the use of a single system based on
the return on investment, as required by
ITMRA, such an implementation would be at
considerable risk of failure. The 1995
Standish Group analysis of 8,380 applications
implemented in 365 entides found low
success rates. Overall, only 16 percent of
projects were completed on time, were within
budget, and had all features and functions
initially specified; 52 percent of projects were
completed and became operational, but they
took longer to implement than estimated,
were over budget, and offered fewer features
and functions than originally specified; 31
percent of projects were cancelled. Larger -
companies had a lower success rate than the
total sample: only 9 percent of projects were
completed on time and within budget with
target functionality; 62 percent took longer to
implement than estimated, were over budget,
and had less-than-target functionality; and 30
percent were cancelled. Specific  project
management characteristics were associated
with successful projects. IT executive
managers indicated that the most critical
factors were user involvement, executive
management support, and a clear statement of
requirements. There are other success criteria,
but without these three, chances of failure
increase dramatically.'4

Although it would be difficult to build a
business case justifying the use of a single core
accounting  system in  the Federal
governmert, a case can be made for reducing
the number of systems. Benchmarking studies
indicate that first-quartile companies have
three financial systems per $1 billion in
revenue and the systems are an average of 3
years old. In contrast, Federal agencies
average 17 systems per $1 billion in revenue
and the systems are 5.9 years old.s The case
for reducing the number of systems is
intuitive, especially when legacy systems
within each agency do not support basic
functionality requirements.

Case Studies
A look at the experience of three
entities—Department of Defense (DoD),

Continued on next page.
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state of California, and Canadian
government—that took steps to reduce the
number of core accounting systems in use is
instructive.

Department of Defense

DoD is the largest U.S. Federal agency.
Over the last decade, it significantly
restructured  its  financial management
systems. In 1991, DoD had some 324
financial systems including 127 finance
systems and 197 accounting systems. Most
were “home grown™—designed to meet only
the unique requirements of their users—and
incompatible with each other. As the missions
undertaken by the Department became more
complicated, DoD organizations needed to
interact, which was problematic because of a
lack of DoD-wide standards for data and
procedures, among other things. To cope
with more  demanding  operating
requirements, while attempting to preserve
the autonomy of individual organizations, the
Department developed ever-more
complicated business practices.

The establishment of the Defense Finance
and Accounting Service (DFAS) in 1991
provided the organizational framework,
authority, and budgetary control necessary
for streamlining DoD’s financial systems. A
major DoD streamlining milestone was
consolidation of DFAS operations from 330
sites to 5 DFAS centers and 20 operating
locations. The complementary strategy was
reduction of the number of legacy finance and
accounting systems. As of October 1999, 98
finance and accounting systems (15 finance
and 83 accounting) were operating—down
from 324 in 1991. DFAS’s goal is to reduce
the number of finance systems to 9 and the
number of accounting systems to 22 or fewer
by FY 2003.1¢

DFAS’s strategy was to select the best
legacy system for each function and adopt it as
the “migration” system—making it the
standard system for use throughout DoD.
The system migration strategy accepted as a
constraint that each military service had in
place business practices and a financial
management coding stucture to capture,
manage, and report financial information that
could not be readily accommodated in a single
system. Service-unique business structures
permeate the services’ financial management
architecture from programming to budget,
logistics, personnel, and other management

systems."” The systems reduction for the most
part did not result in transition to COTS
products.

The FY 2000 DoD financial management
systems strategy calls for achieving an
“Objective  CFO-compliant Environment
(OCE).” The OCE focuses on establishing a
single standard application for each mission
support area or unique business area.
Processes required to support business areas
and customer-unique financial management
requirements that cannot be standardized will
be incorporated as separate procedures or
applications. Applications, both standard and
unique, will use a shared data environment to
update and retrieve data required by other
applications.'®

DoD’s strategy recognizes that current
systems, while consolidated and reduced in
number, are not well integrated and that data
are not standardized. Data management at the
DoD enterprise level does not exist,
precluding data sharing. Feeder systems
outside of DFAS’s control provide most data
required to produce financial statements as
well as other business requirements.
Changing systems managed by other
communities requires collaboration and
consensus. DoD is kicking off a new effort
titled the “Financial and Feeder Systems
Compliance Process.” The process will
employ a Y2K-like approach to bring the
DoD’s  systems—both financial and
nonfinancial—into compliance with various
Federal Financial Management Improvement
Act requirements—JFMIP system
requiements, FASAB standards, and U. S.
SGL. The effort will be chaired by the Under
Secretary of Defense (Comptroller)/Chief
Financial Officer. The Chief Information
Officer will be one of its key players as will the
DoD Inspector General. However, the power
behind the Y2K strategy was that military
leadership understood that failure to
remediate posed catastrophic risk to military
capability. Military leadership supported use
of resources to avoid that risk. It is difficult to
generate the same urgency and support when
the perceived result of inaction is an adverse
audit report for “noncompliance with laws
and regulations.”

California

The state of California represents a large
complex governmental entity that successfully
converted to a standard accounting system.

The annual budget, including Federal funds,
is about $100 billion. Government Code
Section 13300 establishes responsibility for
the state accounting system under the
California State Department of Finance.
Under that authority, the California State
Accounting and  Reporting  System
(CALSTARS) was developed to provide all
state  agencies with an  automated
organ